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OUTLOOK
IV^axine C. Johnson, director of the Bureau of Business and 
Economic Research since 1972, retired in February of this year. 
Instrumental in establishing the Bureau’s reputation for solid, 
professional research, she was involved with the Bureau for the 
entire length of her thirty-seven year career at the University of 
Montana. She also served for twenty-one years as a professor in 
UM’s School of Business.
The dean of the School of Business, Larry Gianchetta, describes 
Maxine Johnson’s many accomplishments as “spectacular” and 
“outstanding.” She devoted her career to enhancing Montanans’ 
understanding of the economic environment of the state. In 
addition, her participation on numerous local, state, and national 
boards, steering committees, and other groups, both public and 
private, is testimony to her strong commitment to Montana.
We know Quarterly readers join with us in extending her our 
heartfelt gratitude and best wishes.
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This issue o f the Montana Business Quarterly contains the proceedings o f the thirteenth annual 
Economic Outlook Seminar held in fanuary and February in Missoula, Billings, Great Falls, and 
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with the local Chambers of Commerce, and focus on the economic outlook for the state and its 
major cities in 1988.
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Montana and
the National and 
World Economies: 
The Outlook for 
1988 and Beyond
MAXINE C. JOHNSON
Bureau director Maxine C. Johnson 
began each seminar with a look at 
1987 and the prospects for 1988. She 
also gave her thoughts on how 
national and world events and policies 
affect the state’s economy.
This article discusses Montana’s outlook for 1988 through 1990. It 
also looks at our forecasting record 
over the years, as well as some longer 
term considerations. My particular 
focus is to look at how national and 
world trends have affected Montana’s 
economy and will continue to do so. 
It’s a useful exercise and helpful in 
understanding both our current 
situation and our longer-term 
prospects.
Short-term prospects
But first, the immediate future. It’s 
not an easy time to be making 
economic forecasts. The national 
projections are shakier than usual, 
given the added questions created by 
the stock market decline and the 
instability of the dollar.
Once again, we have prepared our 
forecast within the framework of 
national projections from Wharton 
Econometric Forecasting Associates 
(WEFA). Some of the key U.S. figures 
appear in table 1.
Wharton’s preliminary estimate for 
1987 shows an increase of 2.7 percent 
in gross national product. They do 
not anticipate a recession during the 
next three years, although the rate of 
growth is expected to decline. The 
projections call for increases of 2.3 
and 2.4 percent in GNP this year and 
next, dropping off to 1.7 percent in 
1990.
Inflation and interest rates will 
increase moderately in 1988 and 1989. 
Both are expected to decline in 1990 
with the slower growth in GNP.
Housing starts are forecast to drop 
slightly below 1987, to 1.5 million for 
the entire three-year period.
Unemployment will remain at 6.2 
percent of the labor force in 1988 and
1989, inching up to 6.5 percent in
1990.
Most national forecasts are similar 
to these, although there are 
economists who anticipate a national
-— Actual----- ------ Projected —
Real GNP,
1984 1985 1988 12SZ 1828 1988 1832
percent change 
Inflation (CPI),
6.8 3.0 2.9 2.7 2.3 2.4 1.7
percent change 
Interest rate, percent
4.3 3.6 13 33 4.4 43 4.0
90day T-Bills 9.5 7.5 6.0 5.8 6.3 7.6 6.9
Mortgage rate 
Housing starts,
12.4 11.6 1D3 9.3 9.6 106 9.8
millions
Unemployment rate,
13 1.7 13 1.6 1.5 1.5 13
percent 73 73 73 63 6.2 63 63
recession this year, or before 1990.
In Montana, 1987 was a year of 
little or no growth overall. Our 
projections for the next few years 
suggest some improvement. The 
figures, in considerable detail, are 
given in table 2 in dollar figures.
Total personal income—after 
accounting for inflation—may inch up 
a little over 1 percent this year, 
perhaps just over 2 percent next year, 
and back to 1.6 percent in 1990. The 
growth will be split rather evenly 
between labor and nonlabor income. 
Let me define those terms. Labor 
income includes wages and salaries, 
certain fringe benefits and income of 
the self-employed. Nonlabor income 
consists of property income (rent, 
dividends, and interest) and transfer 
payments. Transfer payments are 
income for which no services are 
rendered. Retirement benefits, 
including Social Security, and income 
maintenance programs are examples.
We are forecasting labor income
from agriculture to decline slightly 
between 1987 and 1990, but it still 
will be reasonably high. Those figures 
represent our best guess. Farm income 
is very difficult to project.
We expect nonfarm labor income 
to increase slowly—at an average of 
1.4 percent per year, after accounting 
for inflation. We are more confident 
of those figures.
Table 2 includes our forecasts of 
labor income by industry. Basic 
industries are export industries— 
industries that sell goods or services 
outside the state or otherwise bring 
money in. They largely determine the 
direction of the economy. When they 
prosper and add more workers, that’s 
good for businesses serving the local 
population. In Montana, our basic 
industries are agriculture, mining, 
heavy construction, manufacturing, 
railroads, the federal government, and 
nonresident travel.
Among those industries only mining 
and the federal government are 
projected to provide increases in labor 
income, after accounting for inflation. 
There may also be some growth in 
nonresident travel. Unfortunately, we 
have no figures for that industry. On 
the other hand, we anticipate no 
further large declines in basic 
industries, except in railroads. And 
those losses are declining in size.
Derivative industries are businesses 
serving the local population: utilities, 
trade, service, finance, government. 
They also are expected to experience 
modest increases in labor income. 
Wholesale and retail trade and the 
service industries will provide most of 
the new dollars.
It’s not an exciting forecast, but it 
does seem to confirm a hope we 
expressed last year—that the Montana 
economy may have bottomed out and 
may be turning around, however 
slowly. If our forecasts for 1988 
through 1990 are correct, we could 
have three years of very slow but 
steady growth both in total personal 
income and nonfarm labor income. 
That would be a first for this decade.
I have concentrated on income 
figures because they provide the most 
complete measure we have of changes 
in Montana’s economic activity. Table 
3 provides employment projections— 
nonfarm civilian wage and salary jobs 
only. Here again, growth comes 
slowly. We may add about 5,000 new 
jobs in the next three years. That 
would leave us still 4,400 below the
2
Table 1
Econom ic Trends for the U.S. Economy 
1984-1990
Actual and Projected aa of December 1987
Source: Wharton Econometric Forecasting Associates (December 
1987).
t£We may add about 5,000 new job s in the next three years. 
That would leave us still 4,400 job s below the peak in 1979.
peak in 1979. Farm workers are not 
included in these figures. Neither are 
the self-employed, and a good many 
Montanans appear to have substituted 
self-employment for wage and salary 
jobs in recent years.
When I began this discussion, I 
suggested that forecasting in today’s 
circumstances can be pretty tricky. 
What I’ve given you is our best 
judgment, within the framework of a 
national forecast that may or may not 
be accurate. If we are wrong, we 
probably will have been too 
optimistic. If we are too optimistic, 
Montana faces a “no growth” rather 
than a “slow growth” situation.
Forecasting scorecard
We haven’t reported on the accuracy 
of our forecasts recently. Let’s see how 
we’ve been doing, using as an 
example our projections of total 
personal income and nonfarm labor 
income in 1986.
For those of you who have listened 
to our projections in the past and 
accused us of being too pessimistic, 
hear this: the truth is, we have 
generally been too optimistic.
Let’s look at table 4. At our 
February 1985 seminar, we presented 
projections for 1985 through 1987.
We forecast 1986 personal income at 
$9,985 million (line 1). Our 
projections, as you know, are 
comparable to estimates for earlier
years prepared by the U.S.
Department of Commerce, Bureau of 
Economic Analysis —an agency 
commonly known as BEA. In 
February 1985, the latest state 
estimates available from BEA were for 
1983. Our initial projections for 1986 
suggested an annual rate of increase 
of 7.6 percent per year from 1983 
through 1986 for personal income 
before adjusting for inflation.
By the time the 1986 seminar rolled 
around, we had new national 
projections from Wharton, more 
recent data for Montana, and revised 
estimates for 1983 from BEA. We 
revised our income projection 
downward. The anticipated annual 
rate of increase declined to 6.5 
percent.
Table 2
Personal Income by M ajor Component, Montana, 1985-1990 
Actual and Projected as o f December 1987
------------------ Mi










ja l—  
1986





Total personal income 9,109 9,668 10,071 10,670 11,409 12,092 9,311 9,668 9,682 9,811 10,022 10,179
Farm labor income 16 418 425 440 460 475 16 418 409 404 404 400
Nonfarm labor income 5,972 5,999 6,230 6,591 7,014 7,419 6,104 5,999 5,989 6,060 6,162 6,245
Agr. & forestry services 39 45 49 52 56 58 40 45 47 48 49 49
Mining 235 210 238 258 284 307 240 210 228 238 249 258
Metal mining 31 40 58 68 79 87 32 40 56 63 70 73
Coal mining 64 61 67 70 73 77 65 61 64 64 64 65
Oil & gas extraction 110 82 84 92 101 110 112 82 81 85 89 93
Nonmetal mining 30 27 29 29 30 33 31 27 27 26 26 27
Construction 436 422 378 394 415 430 446 422 363 362 364 362
Manufacturing 551 546 578 600 627 647 563 546 555 552 551 545
Wood & paper products 251 254 263 266 277 288 257 254 252 244 243 242
Other manufacturing 300 292 315 334 350 360 306 292 303 307 307 303
Transportation & utilities 695 689 694 716 756 795 711 689 667 658 664 670
Railroads 163 152 133 122 124 126 167 152 128 112 109 106
Other 532 537 561 594 632 669 544 537 539 546 555 563
Trade 1,115 1,087 1,141 1,218 1,298 1,375 1,140 1,087 1,097 1,120 1,140 1,157
Fin., ins., & real estate 275 297 304 324 347 368 281 297 292 298 305 310
Services 1,298 1,361 1,442 1,543 1,656 1,770 1,326 1,361 1,386 1,419 1,454 1,490
Government 1,328 1,344 1,407 1,485 1,576 1,668 1,357 1,344 1,353 1,365 1,385 1,404
Federal 426 425 444 468 501 527 435 425 427 431 440 443
State & local 902 919 963 1,016 1,076 1,141 922 919 925 935 945 961
Adjustments to labor income -409 -419 -444 -480 -509 -539 -418 -419 -427 -441 -447 -454
Residence adjustment 10 7 7 7 8 8 10 7 7 7 7 7
Social security contributions -419 -426 -452 -487 -516 -547 -428 -426 -434 -448 -454 -460
Nonlabor income 3,531 3,670 3,860 4,119 4,443 4,737 3,609 3,670 3,711 3,787 3,903 3,987
Dividends, interest, & rent 1,883 1,930 2,019 2,155 2,338 2,477 1,925 1,930 1,941 1,981 2,054 2,085
Transfer payments 1,647 1,740 1,841 1,965 2,104 2,260 1,684 1,740 1,770 1,806 1,849 1,902
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, and University o f Montana, Bureau of Business and Economic 
Research, Economics Montana.
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£Certainly the American economy has been experiencing a 
relative shift toward the service sector. But . . .  we have not 
lost our industrial base.
Before the 1987 seminar, BEA 
issued major revisions of its state 
income estimates. We incorporated 
them into the projections for 1986 
which we gave you last year—again 
using the new national projections 
and latest Montana data. The result: 
further declines in the estimated 
average annual rate of growth 
between 1983 and 1986 to 5.2 
percent.
In August 1987, BEA issued its 
estimates for 1986. Personal income in 
Montana in 1986 was reported at 
$9,668 million. The number we used 
at the 1987 seminar was close, but a 
little high —about 2 percent. And the 
average annual increase per year 
stands at 4.6 percent
The figures for labor income are 
given in the bottom half of the table. 
We kept revising nonfarm labor 
income also, as new information 
became available. And again, the 
figure we gave last year was too high, 
this time by about 5 percent. That’s 
not bad, as forecasts go. O f course, 
we do not have the final word from 
BEA yet. They’ll be revising their
1986 estimates later this year and we’ll 
see then how our projections compare.
I should point out that estimates for 
individual industries may have larger 
errors than these.
I hope this gives you a better idea 
of how and why we revise our 
projections as time goes by, and how 
accurate we’ve been. We think our 
record is pretty good.
Long-term prospects
Now I’d like to turn to Montana in 
the national and world economies, to 
provide some additional insight about 
our current economic situation and 
our long-term outlook.
Much has been written about the 
U.S. economy’s shift from a goods- 
producing to a service economy: it’s 
often called “the deindustrialization of 
America.” In my view, that’s a 
misleading phrase. It’s true some U.S. 
industries are in a lot of trouble.
Some seem unable to compete with 
foreign producers. But, in fact, the 
United States is producing more goods 
(physical volume) today than ever
before.
Figure 1 shows changes in value of 
production, after adjustment for 
inflation, for the goods-producing 
industries: agriculture, mining, 
construction, and manufacturing.
As the chart shows, manufacturing 
and agriculture increased their output 
between 1970 and 1986, and are 
expected to continue to do so through 
1990. Construction has pretty well 
held its own. Mining output has 
declined slightly and further decreases 
are anticipated.
However, while they have been 
maintaining output, these goods- 
producing industries have been 
reducing employment. Since 1979, the 
total number of jobs they provide has 
declined by about three million, 
mostly in manufacturing.1 In general, 
the losses are the result of gains in 
productivity. We are producing more 
goods with fewer workers. We must 
do this in order to maintain or 
reestablish our ability to compete.
Meanwhile, both output and 
employment in service-producing 
industries have grown rapidly. 
Employment is up approximately 11.5 
million since 1979.*
These huge employment shifts 
toward the service industries have 
caused some analysts to suggest the 
United States is losing its industrial 
base and moving toward a service 
economy. Certainly the American 
economy has been experiencing a 
relative shift toward the service sector. 
But, as figure 1 confirms, we have not 
lost our industrial base.
Both the goods and service sectors 
are expanding output; both will 
continue to do so. In the case of 
goods-producing industries, higher 
productivity likely will continue to 
curtail employment growth, leading to 
continued shifts in employment to 
service-producing industries, where 
productivity gains come much more 
slowly.
These national trends also have 
affected the Montana economy. To 
compare changes in the two areas, we
1Based, on  U.S. D epartm ent o f  Labor, Bureau 
o f  L abor Statistics, Monthly Labor Review 
(June 1986):5 and (August 1987):80.
•Ibid.
Table 3
Employment, Montana, 1985-1990 










Nonfarm wage & salary jobs 279.3 276.1 274.6 275.5 277.5 279.5
Mining 6.8 5.9 6.2 6.5 6.8 7.0
Construction 11.5 10.3 9.0 8.9 9.0 8.9
Manufacturing 21.8 21.2 21.3 21.0 20.9 20.7
Wood & paper products 9.4 9.1 9.4 9.1 9.0 8.9
Other manufacturing 12.4 12.1 11.9 11.9 11.9 11.8
Transportation & utilities 20.7 20.4 20.2 19.9 20.0 20.0
Railroads 4.0 3.8 3.5 3.2 3.1 3.0
Other 16.7 16.6 16.7 16.7 16.9 17.0
Trade 74.6 72.5 71.9 71.8 71.8 72.1
Fin., ins., & real estate 13.3 13.0 13.0 13.1 13.3 13.5
Services 60.6 62.4 63.1 64.5 66.0 67.4
Government 70.0 70.4 69.9 69.8 69.8 69.9
Federal (civilian) 12.8 12.8 12.9 12.8 12.8 12.9
State & local 57.2 57.6 57.0 57.0 57.0 57.0
Sources: Montana Department of Labor and Industry, Research and Analysis 
Division, and University of Montana, Bureau of Business and Economic 
Research, Economics Montana.
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44Between 1970 and 1979, the growth in the Montana 
economy exceeded that in the United States. . . . Since 1979, 
the picture has changed. "
turn again to labor income. That’s 
because we have no gross product 
figures for Montana. Labor income, 
remember, is income from 
participation in the labor force.
Labor income, therefore, will reflect 
changes in employment.
Figure 2 shows the pattern of labor 
income in the goods- and service- 
producing sectors of the United States 
since 1970. We see the steady rise in 
earnings of workers in the service 
sector throughout the period, the 
growth in goods-producing industries 
in the 1970s, then the decline and 
partial recovery in the 1980s.
Figure 3 provides comparable data 
for Montana and table 5 summarizes 
the story. Between 1970 and 1979, the 
growth in the Montana economy 
exceeded that in the United States. 
Labor income in the state’s nonfarm 
goods-producing industries grew 
almost 6 percent per year, roughly 
twice the U.S. rate, after adjustment 
for inflation. The growth in service 
industries also exceeded the national 
rate —5.6 versus 3.6 percent per year.
Since 1979, the picture has 
changed. Labor income in nonfarm 
goods-producing industries has 
declined at an annual rate of over 4 
percent —a shocking figure. In 
contrast, U.S. nonfarm goods- 
producing industries report only a 
small average yearly decline—0.3 
percent. Montana’s service-producing 
industries also have declined since 
1979, but the losses were quite 
small — averaging 0.3 percent per 
year. Meanwhile, the U.S. service 
sector grew at a healthy 3.2 percent 
per year.
Forecasts for Montana for 1987 
through 1990 (column 3 of table 5) 
suggest improvement, but are hardly 
cause for celebration. Montana’s labor 
income may grow by about 1.3 
percent per year. Goods producing 
industries will just hold their own, 
while service-producing industries 
should grow about 1.6 percent per 
year.
So, have we been—or are we— 
witnessing the deindustrialization of 
Montana? Is our economy becoming a 
service economy?
Let’s look first at how some of the 
goods-producing industries that
determine Montana’s future have been 
and are affected by global or national 
events. Such an analysis explains 
much of our recent history and adds a 
healthy dose of realism to Montana’s 
prospects for the future. Then, a brief 




Let’s begin with agriculture. Figure 4 
shows the sharp drop in farm labor 
income after 1981. In 1986, income 
recovered, increasing sharply as a 
result of the new farm program and 
improved cattle prices. We think it 
stayed about the same in 1987.
Our two major agricultural 
products, of course, are wheat and 
cattle. The problem with wheat, as 
everybody knows, is that the United
Figure 1
GNP, Goods-Producing Industries 
United States, 1970-1991
(Ratio Seal*)
Source* U.S. Department of Commerce. Bureau of Economic 
Analysis, and Wharton Econometric Forecasting Associates.
Note: Ratio i 
change.
> means equal distances represent equal rales of
Figure 2 
Labor Income, United States 
1970-1986 
Billions of (R«Bo Sorts)
IMS Dollars
Source: U.S. Department of Commerce, Bureau of Economic 
Analysis.
Note: Ratio scale means equal distances represent equal 
rates of change.
Table 4
Summary of Economics Montana Forecasts for 1986 
Total Personal Income and 
Nonfarm Labor Income, Montana
Presentee
1985
1 at the . . .  
1986 1987 Current
Total personal income ($ millions)
Seminar Seminar Seminar Fiaure
Forecast for 1986 9,985 9,787 9,819
BEA estimate — — — 9,668
BEA estimate for 1983 
Average annual rate o f change,
8,124 8,196 8,488a 8,495
1983-1986 
Nonfarm labor income ($ millions)
7.6% 6.5% 5.2% 4.6%
Forecast for 1986 6,204 6,262 6,290
BEA estimate — — — 5,999
BEA estimate for 1983 
Average annual rate o f change,
5,077 5,238 5,569® 5,577
1983-1986 7.4% 6.5% 4.3% 2.5%
Sources: U.S. Department of Commerce, Bureau of Economic Analysis (BEA), 
and University of Montana, Bureau of Business and Economic Research, 
Economics Montana.
“ Incorporates a major revision in BEA estimates for 1980-1985, released in 
August 1986.
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6 *Not so long ago, Montana thought o f itself as a growing 
energy state. . . . Then world and national events began to 
press in on these industries. "
States has more than it can sell.
Figure 5 shows what’s been happening 
with U.S. wheat exports. We are still 
a major wheat supplier, but we’ve 
been losing out in world markets. Our 
share of the world export market has 
'declined from about one-half to one- 
third. Since 1985, cuts in acreage 
nationwide under the new farm 
programs have reduced production 
and the falling dollar has helped 
exports. As figure 5 shows, some 
reduction of wheat stocks occurred 
during 1986 and a further decline is 
projected for the marketing year that 
began in June 1987.
But we still have too much wheat
and the long-term problems remain, 
including the question of how much 
longer U.S. taxpayers will be willing 
to foot the bill for these very 
expensive farm programs. No matter 
what we do in Montana, the U.S. 
Congress is going to determine the 
future of many Montana grain 
growers.
Montana and U.S. cattle producers 
primarily serve the domestic market, 
where they have been confronted with 
changes in eating habits and increased 
competition from poultry and fish.
The typical American in 1976 (the 
peak year) ate about ninety-eight 
pounds of beef. By 1979, that figure
had fallen to eighty pounds. It now 
seems to be inching up. And the beef 
industry continues efforts to regain its 
markets by providing leaner meat and 
marketing it more aggressively.
But even though farm income has 
come back from its very depressed 
levels of a few years ago, Montana 
farmers and ranchers continue to face 
the uncertainties of changing 
government programs and consumer 
demand.
Now let’s turn to m ining—another 
goods-producing industry affected by 
global events. Figure 6 shows what’s 
happened to labor income from 
mining in Montana since 1979. The 
figures are in constant 1986 dollars.
Thanks to the oil boom, Montanans 
earned more income in mining in 
1981 than in any other year. After 
that, it was all down hill until 1987, 
when labor income increased by about 
9 percent, thanks to increases in metal 
mining. As the chart shows, we expect 
further modest increases in total labor 
income from mining through 1990.
Let’s look briefly at the various 
segments of the mining industry.
Not so long ago, Montana thought 
of itself as a growing energy state.
The coal industry anticipated 
continued moderate growth in output 
and the oil and gas industry was 
busily exploring for new reserves as 
prices soared.
Then world and national events 
began to press in on these industries. 
Conservation, the national recession, 
and a decline in some manufacturing 
industries slowed the growth in 
demand for electric power, and for 
coal to generate that power (figure 7). 
Some plants shifted from coal to oil as 
crude oil prices fell. Low-cost 
hydroelectric power was available 
from Canada. Coal sales became very 
competitive and Montana producers 
were handicapped by distance from 
markets and a high state severance 
tax.
As a result, Montana coal 
production was only about 5 percent 
higher in 1987 than in 1979 (figure 
7). One major burden for Montana 
producers appears to have been 
lessened. A reduction in the severance 
tax in three stages, to 15 percent by 
1991, will occur if the industry meets
Sources: U.S. Department of Commerce, Bureau of Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Econom ics Montana.
Note: Ratio scale means equal distances represent equal rales 
of change.
Source*: U.S. Department of Commerce, Bureau of Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Econom ics Montano.




Average Annual Rate of Change 
Montana and the United States 
1970-1986 
and Montana Forecast, 1987-1990 














Total labor income 3.9% -1.1% 1.3% 3.4% 1.8%
Goods-producing
industries 0.9% -3.0% 0.1% 2.9% -0.5%
Farm -6.0% 2.3% -0.7% 1.4% -2.9%
Nonfarm 5.9% -4.1% 0.5% 3.1% -0.3%
Service-producing
industries 5.6% -0.3% 1.6% 3.6% 3.2%
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, 
and University of Montana, Bureau of Business and Economic 
Research, Economics Montana.
6 Montana and the National and Global Economies/Maxine C. Johnson
4<Although we begin from  a greatly reduced base, metal 
mining may be Montana’s growth industry over the next few
9 9years.
a production quota of 32.2 million 
tons in the fiscal year ending June 30, 
1988. It appears they will make the 
quota. Even with the tax reduction, 
significant increases in coal output are 
not likely.
The oil price collapse in 1986 
offered Montanans another example 
of how world events affect them. 
Figure 8 shows how plunging prices 
affected oil exploration in Montana. 
Exploration not only provides for the 
future of the petroleum industry, it 
also provides a large portion of 
industry jobs. Although oil prices 
came up some in 1987, they are 
projected to remain low in the 
foreseeable future. That suggests a 
continued low level of exploration.
Like its counterparts in the United 
States, metal mining in Montana has 
declined in the face of foreign 
competition and the recent recession. 
Prices fell after 1980. So did the U.S. 
share of world copper and silver 
production. Our share of gold 
production, on the other hand, has 
increased.
Soureoa: U.S. Dopartmont of Agriculture, Economic Research 
Service, and Montana Agricultural Statistics Service.
Notes: Ratio scale means equal distances represent equal rate* 
of change. Years begin June 1 and end May 31 of the following 
year. Figures for 1987 are protections.
Sources: U.S. Department of Commerce, Bureau of Economic 
Analysis, and University of Montana. Bureau of Business and 
Economic Research, Econom ics Montana.
Note: Ratio scale means equal distances represent equal rates 
of change.
Recently, higher prices for all three 
metals have encouraged producers. 
The Butte mines are profitable, a new 
gold mine is in operation near 
Helena, and there are proposals for 
several more new gold or silver mines. 
Although we begin from a greatly 
reduced base, metal mining may be 
Montana’s growth industry over the 
next few years.
Montana welcomed a new metals 
industry last year—the Stillwater 
platinum/palladium mine near Nye. 
Nearly all the world’s production has
Sources: U.S. Energy Information Administration and 
Montana Department of Labor and Industry, Workers' Com­
pensation Division.
Notes: Ratio scale means equal distances represent equal rates 
of change. Figures for 1987 are preliminary.
historically come from South Africa 
and Russia. The Montana mine is the 
first in the noncommunist world 
outside South Africa. Others will be 
in production soon in Canada. And 
there is a possibility of additional 
mines in Montana.
Nonmetallic mining in Montana 
grew significantly after the last 
recession, from 1982 to 1985. It has 
since levelled off, and little change is 
expected over the next three years. It 
is an industry where more growth 
could eventually occur.
Montana is a major U.S. supplier of 
bentonite, talc, and vermiculite.
Manufacturing in Montana today is 
dominated by wood products and 
paper. Together they account for 
almost half the manufacturing 
activity. Both operate in national and 
international markets.
After some very tough years, the 
wood products industry is doing very 
well these days. Prices are up and new 
production records were set at both 
the national and state levels last year.
This happy state was not easily 
achieved. The industry suffered from
declining construction during the 
national recession and from falling 
prices during much of the period 
from 1980-88 (figure 9). High 
domestic production and increased 
competition from Canada helped keep 
prices down. A recovery in U.S. 
construction activity beginning in 
1983, plus an increase in exports due 
in part to the falling dollar, and a 
leveling off of Canadian imports due 
to a new 15 percent tariff initiated in 
1986 all helped the industry recover. 
(The tariff has been grandfathered 
into the new U.S.-Canadian Trade 
Agreement). But most important to 
the industry’s survival is its increased 
production efficiency, achieved 
through substantially higher output 
per worker.
This trend is evident in Montana, 
where the industry is producing more 
wood products today than in 1979, 
with approximately 2,400 fewer 
workers and the expenditure of $84 
million less in labor income (1986 
dollars). Figure 10 shows the decline 
in labor income since 1979.
Source: Montana Petroleum Association.
Notes: Ratio scale mean* equal distances represent equal rate* 
of change. Number of wells for 1987 through December 11. 
Wellhead price for 1987 is preliminary.
Sou re#*: McGrow HID Information Systems Company, F.W. 
Dodge OMsIon, and Random Lengths Publications, Inc.
Notes: Ratio scale means equal distances represent equal rates 
of change. Figures for 1987 are preliminary.
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**We have more small manufacturing establishments today 
than in 1979. . . . Nearly all are small businesses with less 
than ten employees
It is difficult to feel good about lost 
jobs and income, but these measures 
were necessary for the survival of the 
industry. And the changes are not 
complete—Montana likely will 
experience further declines in 
employment and wages in coming 
years.
Significant increases in production 
capacity that might reduce the job 
loss are not likely given timber supply 
restraints. But employment declines 
could be at least partially offset by 
new remanufacturing activities that 
would further process Montana wood 
products.
The Missoula paper mill is a major 
employer and a stabilizing influence 
for the wood products industry. 
Domestic demand for linerboard—the 
Missoula mill’s product—has been 
increasing rather steadily. Exports 
have risen in recent years, helped by 
the falling dollar. The Missoula mill is 
sharing in this export business.
The short-term outlook for the U.S. 
linerboard industry is good. Prices are 
up and no new production capacity is 
yet on the horizon.
Wood products and paper will 
remain an important contributor to 
the Montana economy, and the 
foundation of western Montana’s 
economic base.
In the heyday of metal mining, 
primary metals (smelting and 
refining) also were important 
manufacturing industries. Along with 
mining, they too have declined, in the 
United States and Montana. Copper 
ore from Butte now goes to Japan for 
smelting. The ore from the new 
Stillwater platinum mine is shipped to 
Belgium for processing.
Two primary metals plants remain 
in operation in Montana, the 
ASARCO refinery in East Helena and 
the Columbia Falls aluminum plant.
The ASARCO plant is the last 
custom lead smelter in operation in 
the United States. International 
developments may be bearing down 
on it; its management sees the 
proposed new trade agreement with 
Canada as a threat to the plant’s 
existence. Tariffs on imports of 
Canadian lead would be dropped 
under the general agreement, and 
Canadian subsidies are not addressed.
Figure 10
Labor Income, Wood and Paper Product* 
Montana, 1979-1989 (HUo *c«l«)
Million* of 
t*M  Dollar*
Sources: U.S. Department o) Commerce, Bureau oI Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Economics Montana.
Note: Ratio scale means equal distance* represent equal rate* 
of change.
Figure 11
Labor Income, All Manufacturing, Except 
Wood Products and Paper, Montana, 1979-1990
(Ratio Scale)
Million* of 
I tM  Dollar*
Source*: U.S. Department of Commerce , Bureau of Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Econom ic* Montana.
Note: Ratio scale means equal distances represent equal rates 
of change.
The aluminum plant was caught a 
few years ago between falling prices 
due to worldwide competition and 
high production costs. It appears to 
have solved its immediate problems 
with fluctuating power rates, reduced 
labor costs and property taxes, some 
new contracts, and higher aluminum 
prices.
We have no separate projections for 
primary metals. They are included in 
figure 11. We would anticipate little 
change in labor income in this 
industry.
Because our established 
manufacturing industries are 
providing fewer jobs, much of 
Montana’s economic development 
effort has been designed to encourage 
or attract new kinds of small 
manufacturing companies. We have 
had some successes: new firms 
producing such things as golf bags, 
fishing rods, and computer 
components. Most are selling in 
national or regional markets. Most are 
producing products where
transportation costs are not a major 
item.
We have more small manufacturing 
establishments today than in 1979.
The largest gains in numbers of plants 
have been in printing and publishing, 
machinery, electrical and electronic 
equipment, wood furniture and 
fixtures, and instruments and related 
products. Nearly all are small 
businesses with less than ten 
employees.
In spite of an increase in number of 
plants, total labor income in these 
manufacturing industries (all 
manufacturing except wood products, 
paper, and primary metals) declined 
steadily between 1979 and 1986 with a 
total loss of about IS percent. Those 
figures and projections are 
incorporated in figure 11.
Clearly then, what has been 
happening to all these goods- 
producing industries in Montana is a 
reflection of changes in the national 
and world economies, and something 
over which Montanans have had little 
control. The overall losses—10,300 
jobs and a 21 percent drop in 
combined real labor income since 
1979 —have been relatively more 
severe here than in the country as a 
whole. That’s because we are more 
dependent upon industries which have 
been among the hardest hit — 
industries such as copper mining, 
smelting and refining, and oil 
production. As table 5 indicates, these 
industries may be turning the corner. 
We anticipate no overall growth 
between now and 1990. But nonfarm 
goods-producing industries may grow 
very slowly, offsetting small declines in 
farm income.
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“Will Montana become a service-oriented state in the 
foreseeable future? I  don't think so
A shift to a service economy?
As in the United States, the service- 
producing industries have assumed 
greater importance here, and will 
continue to do so. And, as in other 
parts of the country, some people are 
suggesting that Montana is becoming 
a service economy. Are we? Do we 
want to become a service economy?
A reminder: service-producing 
industries include transportation and 
public utilities; wholesale and retail 
trade; finance, insurance, and real 
estate; government; plus the group 
known specifically as service 
industries, including professional, 
business, personal, and health 
services. Their recent history and 
projections of labor income to 1990 
are presented in table 6. The 
combined labor income of service- 
producing industries last year was less 
than in 1979, after adjusting for 
inflation. Our projections suggest 
some slow growth to 1990.
Remember, I am speaking of labor 
income. When the service-producing 
industries are described as growing 
rapidly, the reference is to 
employment. We do have many more 
workers in those industries today than 
in 1979; in 1986, almost 24,000 more, 
but their total incomes are less than 
in 1979.
Among Montana’s service-producing 
industries, government, and—in the 
private sector—the service industry 
provided more labor income in 1987 
than in 1979. Each of the other 
industry groups provided less income 
in 1987.
A significant portion of the growth 
in services occurred in health services. 
In both Montana and the United 
States, the increase appears to have 
been caused by the dramatic growth 
in Medicare and Medicaid 
expenditures. The slow expansion in 
government since 1979 has occurred 
in state and local government.
Several other service-producing 
industries not listed separately in table 
6 have experienced significant growth. 
Among them are business and legal 
services, both part of the service 
industry. Business services include 
advertising services, credit reporting 
agencies, computer and data 
processing, and dozens of other
activities. They have expanded as 
manufacturing and mining firms and 
others tend toward buying services 
when needed, rather than providing 
for them in-house.
Within the finance group, 
investment firms, although only a 
small part of the total service picture, 
have expanded rapidly. And utilities, 
with the completion of the plants at 
Colstrip, recorded a significant 
increase in labor income. That is 
obscured in the transportation and 
utilities numbers because of the larger 
decline in railroads. The utility 
growth will not be repeated soon.
The biggest losers among service- 
producing industries have been retail 




Average Annual Rate of Change 
Service-Producing Industries 
Montana, 1979-1990 










Finance, insurance, & real estate -1.1 2.1
Services 2.4 2.5
Government 0.5 1.3
Sources: U.S. Department of Commerce, Bureau of Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Economics Montana.
In my opinion, there is not much in 
Montana’s experience to suggest that 
the state is headed toward a service 
economy. The service-producing 
industries as a group have not grown 
since 1979, when measured by total 
labor income in constant dollars.
Their future growth also is likely to 
be slow.
As I noted earlier, many of our 
service industries are dependent upon 
the goods-producing sector, especially 
manufacturing and mining. As that 
market reaches its saturation point, 
only modest further growth can be 
anticipated.
Other service industries expand 
when incomes grow and people 
demand more services. Montanans 
whose incomes are lagging behind 
those of other Americans are not 
likely to create a boom in this area. 
Health services will continue to grow, 
but at a slower rate during the next 
few years as government and 
insurance companies attempt to
control costs and as the rate of 
increase in numbers of older people 
declines.
Some service-producing industries 
appear to be footloose; that is, they 
can locate wherever they choose and 
serve clients through 
telecommunications or by traveling to 
them. In part, this is what those who 
suggest that services could become a 
major export industry for Montana 
have in mind. An example would be 
Skyland Scientific Services near 
Bozeman that provides laboratory and 
other services for clients throughout 
the country.
We could see more footloose 
enterprises in Montana. And we 
should see growth in travel-oriented 
businesses serving out-of-state visitors, 
as the state increases its promotional 
efforts.
There have been suggestions that 
Montana concentrate on retired 
people, attempting to attract them to 
the state, thereby creating an 
expansion in service-producing 
industries. This appears to be 
happening in a few areas, mostly west 
of the Divide. Since 1980 Montana’s 
over sixty-five population has 
increased more rapidly than that of 
the United States. But overall, the 
proportion of the population over 
sixty-five years of age in Montana is 
about the same as the U.S. average 
(approximately 12 percent). This 
suggests that the state has not yet 
become a retirement haven. And, the 
growth in number of Americans over 
sixty-five will slow between now and 
the year 2000.
Will Montana become a service- 
oriented state in the foreseeable 
future? I don’t think so. Do we want 
to become more and more dependent 
upon services? I doubt it.
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* * The growing income gap and the shortage o f good job s are 
major reasons why many Montanans are searching fo r  
economic opportunity outside the state.33
Productivity, income, and net 
outmigration
U.S. wealth has traditionally been 
based on high productivity. 
Productivity is high and growing at 
least modestly in most goods- 
producing industries. Productivity in 
most service-producing industries is 
low and is increasing very slowly. 
That is why people in goods- 
producing industries generally earn 
more than service workers. Many 
economists have pointed out that the 
growing dependence upon services 
means a decline in the U.S. standard 
of living.
That premise is applicable to 
Montana. In 1986, average labor 
income per worker in Montana’s 
nonfarm goods-producing industries 
was $21,700 (table 7, column 4). It 
was $15,000 in the service industries. 
If the highly-paid workers in railroad 
and federal government are omitted, 
workers in all other service-producing 
industries averaged $14,400. Clearly, 
a continued shift to service 
employment is not likely to lead to 
higher incomes in Montana.
Figure 12 presents the bottom 
line—per capita income or average 
income per person, probably the best 
measure for comparing the 
performance of state and national 
economies. The loss of jobs and 
income in goods-producing industries 
and the growing dependence on 
service industry jobs pretty well 
explain why per capita income in 
Montana has fallen relative to the 
national figure.
The growing income gap and the 
shortage of good jobs are major 
reasons why many Montanans are 
searching for economic opportunity 
outside the state. Our population is 
estimated at 809,200 as of July 1, 
1987. That’s down approximately 
16,000 from the July 1, 1985 figure.
But since 1980, Montana has lost 
approximately 28,000 people through 
net outmigration. That is, 28,000 
more people have moved out of 
Montana than have moved in. Table 
8 explains how migration is 
computed. It’s the difference between 
what the population would have been 
given the natural increase (excess of 
births over deaths) and what it is. In
Table 7
Number of Workers and Average Annual Labor 
Income per Worker, Montana 
1979 and 1986 

















industries 95,653 21,100 85,335 18,200
Nonfarm goods-producing 
industries 61,592 26,900 52,431 21,700
All service-producing 
industries 298,349 16,500 322,060 15,000
Service-producing 
industries except 
railroads and federal 
government 267,043 15,800 296,769 14,400
Source: U.S. Department of Commerce, Bureau o f Economic Analysis.
Analysis; Wharton Econometric Forecasting Associates; and 
University o(Montana. Bureau of Business and Economic 
Research, Economic» Montano.
Note; The figures tor 1967 are forecasts.
this case, we have a minus 27,900. 
Again, most of the loss has occurred 
since 1985. A word of caution: 
population figures are estimates and 
the farther we get from the 1980 
Census, the larger the error may be. 
We’ll have more accurate figures after 
the 1990 Census, but I have no doubt 
that the 1990 Census will show net 
outmigration in Montana during the 
1980s.
Yearly birth figures, which are 
accurate, appear to confirm the 
outmigration. The people most likely 
to move are in the family-formation 
years. The number of births in 
Montana declined 10 percent between 
1984 and 1986.
A loss of population to other areas 
is nothing new for Montana. Since 
1920, there has been only one 
decade—the 1970s—when the state 
gained population through net 
inmigration. That, as I noted earlier, 
was an unusual period of economic 
growth in the state.
Moving in search of better 
opportunity is an American tradition, 
and for much of Montana’s history it 
has represented a rational response to 
economic conditions in the state. It 
probably will continue to do so.
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Summary
I’ve spent considerable time giving 
you what I believe is a realistic 
evaluation of Montana’s long-term 
prospects. If they are not as good as 
we would hope, remember: this 
doesn’t mean Montana isn’t a great 
place to live. It doesn’t mean some 
businesses and individuals cannot do 
well financially here. A good many 
are. It doesn’t mean we should 
abandon our development efforts or 
our attempts to make the state a 
better place to live and do business, 
and to visit. Certainly we should 
continue all these efforts. They are 
more important today than ever.
It does mean we must encourage 
our existing goods-producing 
industries—try to hang on to what we 
have and facilitate their growth 
wherever possible. While we work 
toward diversification, agriculture, 
forest products and other 
manufacturing, mining, and energy 
will continue to provide the backbone 







Great Falls, and 
Helena
PAUL E. POLZIN
Bureau director o f forecasting Paul E. 
Polzin discussed the 1988 outlook for 
Montana’s four largest cities. He 
included information from the 
Bureau’s forecasting system,
Economics Montana, a program 
sponsored by Mountain Bell
W e are now more than three-quarters of the way through the 
decade of the 1980s. This provides a 
convenient opportunity to step back 
and take a long-run view of the 
economic trends in Montana’s major 
urban areas. Specifically, we will use 
population and per capita income to 
illustrate the important differences 
between the 1970s and the 1980s. 
Then we will look at the short-run 
view by examining the latest trends in 
each city. Finally, we will present 
forecasts for each urban area and for 
multicounty regions.
Long-Run Trends
We use population and per capita 
income to evaluate the long-run
economic trends in Missoula, Billings, 
Great Falls, and Helena. These 
indicators measure different aspects of 
the local economy and, taken 
together, they provide a good 
overview of the general economic 
conditions in each urban area. In our 
analysis we will use countywide figures 
because the legal boundaries of cities 
are often arbitrary and can exclude 
sizeable portions of an urban 
economy.
Population
The population data for Missoula, 
Yellowstone, Cascade, and Lewis and 
Clark counties are shown in figure 1. 
The 1970 and the 1980 population 
figures are based on the decennial 
Census of Population, while those for 
the other years are intercensal 
estimates. The Census figures provide 
a reliable measure of overall 
population changes. The intercensal 
figures may not be as accurate as the 
Census data, but they are useful in 
analyzing general population patterns.
Figure 1 
Population 
Selected Montana Counties 
1970-1986
Source: U.S. Department of Commerce, Bureau of the Census.
Further, the population figures for 
1986 are preliminary estimates and 
may be revised.
It takes only a quick glance at the 
graphs in figure 1 to determine that 
there has been generally slower 
growth in the 1980s than during the 
1970s. The deceleration in population 
growth was most noticeable in 
Missoula County. After increasing at 
an average compound rate of 2.7 
percent per year between 1970 and 
1980, there was little growth in the 
1980s. Missoula’s 1986 population was 
77,700, as compared to 76,000 in 
1980.
Even though it is more difficult to 
see in these graphs, there were also 
decelerations in Yellowstone and 
Lewis and Clark counties. In 
Yellowstone County, the growth rate
11
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1960 population plus natural increase 837,200
1987 population estimate 809,300
Net out-migration -27,900
Sources: U.S. Department of Commerce, Bureau of 
the Census, and University of Montana, Bureau of 
Business and Economic Research.
**Montana’s major urban areas had net inmigration in the 
1970s. However, all were experiencing net outmigration by 
1986."
dropped from 2.1 percent per year in 
the 1970s to 1.8 percent per year 
between 1980 and 1986. There was 
actually a decline in population 
between 1985 and 1986. In Lewis and 
Clark County, the population growth 
rate slumped more than half; it was 
2.5 percent per year in the 1980s and 
then decreased to about 1.2 percent 
from 1980 to 1986.
The population of Cascade County 
has been relatively stable for the last 
decade and a half. The preliminary 
estimate for 1986 was 79,400 persons, 
which is about identical to the 1980 
figure of about 80,000, and only 
slightly less than the 1970 population 
of 82,300.
The figures for total population 
may actually understate the dramatic 
changes between the 1970s and 1980s. 
Specifically, with the exception of 
Cascade County, Montana’s maior 
urban areas had net inmigration in 
the 1970s. However, all were 
experiencing outmigration by 1986.
In order to illustrate these events
and explain the often misunderstood 
relationship between population 
growth and migration, we have 
presented data concerning the major 
determinants of population change in 
each community. First of all, it is 
crucial to remember that population 
change has three components: births, 
deaths, and net migration. They are 
related by the following formula: 
Population change = Births I||jj5 
Deaths + Net Migration. 
Looking at Missoula County figures in 
table 1, for example, we see that the 
population increase of about 400 
between 1985 and 1986 was composed 
of the following:
400 = 1300 - 500 - 400.
Births outnumber deaths in each 
city. This means that net 
outmigration may occur at the same 
time there is an increase in 
population. For example, in Missoula, 
population rose from 75,200 in 1982 
to 75,400 in 1983 despite the net 
outmigration of 600 persons. In other 
words, the natural increase (births
minus deaths) more than balanced the 
net outmigration.
Missoula and Cascade counties both 
experienced overall net outmigration 
during the 1980s. In Yellowstone and 
Lewis and Clark counties, there was 
overall net inmigration between 1980 
and 1986, but a change in the trends 
occurred during the period. This is 
most apparent in Yellowstone County. 
There continued to be net 
inmigration in the early 1980s, but it 
peaked in 1981 and continuously 
declined thereafter, ending in net 
outmigration in 1986. The pattern is 
less clear in Lewis and Clark County, 
but the year of greatest net 
inmigration was early in the decade 
and the two latest years (1985 and 
1986) saw net outmigration.
Per capita income
Our second long-run economic 
indicator is per capita income, equal 
to total personal income divided by 
population. Per capita income is a 
measure of economic well-being—that 
is, how well off people are. It 
measures money income, and certainly 
Montailans enjoy many benefits that 
cannot be converted into dollars and 
cents. Per capita income has been 
converted into 1986 dollars in order to 
eliminate the effects of inflation.
Table 2 presents per capita income 
for 1970, 1980, and 1986 for the 
United States, Montana, and the 
state’s major urban areas. The U.S. 
Bureau of Economic Analysis is 
currently making major revisions in 
the data. We do not anticipate, 
however, that the overall long-run 
trends will be affected. Similarly, had 
we chosen other years for analysis, the 
precise numbers may have changed 
but the underlying conclusions would 
be the same.
The 1970s were a period of rising 
per capita income. The average 
annual growth rate in the United 
States was 2.0 percent between 1970 
and 1980. The state of Montana and 
each of the major urban areas had 
average increases within one-half of a 
percentage point of the nationwide 
figure. This means that despite the oil 
crises, the rampant inflation, and 
other turbulent events, the typical 
person was better off in 1980 than he
Table 1
Population, Births, Deaths, and 
Estimated Net Migration 
Montana Major Urban Areas 
1981 to 1986
■Missoula County- -Yellowstone County-
Estimated Net 
Population Births Deaths Migration
Estimated Net 
Population Births Deaths Migration
1980 76,000 1,400 500 NA 108,000 1,900 700 NA
1981 76,400 1,400 500 -500 110,200 1,800 800 1,100
1982 75,200 1,300 500 -2,100 113,400 1,900 800 2,200
1983 75,400 1,200 500 -600 116,300 1,800 700 1,800
1984 76,500 1,300 500 400 118,800 1,900 800 1,400
1985 77,300 1,300 500 0 120,500 1,900 800 600
1986 77,700 1,300 500 -400 120,100 1,800 800 -1,500
-Cascade County-
Estimated Net 
Population Births Deaths Migration
-Lewis and Clark County------
Estimated Net 
Population Births Deaths Migration
1980 80,700 1,500 600 NA 43,000 700 300 NA
1981 80,100 1,500 600 -1,500 43,900 800 300 400
1982 80,100 1,300 600 -900 44,300 800 400 0
1983 81,100 1,400 700 300 45,200 800 300 400
1984 80,800 1,400 600 -1,000 45,800 800 300 200
1985 80,400 1,400 600 -1,100 46,100 800 400 -200
1986 79,400 1,400 600 -1,800 46,400 700 300 -100
Sources: U.S. Department of Commerce, Bureau of the Census, and University of 
Montana, Bureau of Business and Economic Research.
Notes: N A  denotes not available. Details may not add due to rounding.
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. . . the typical Montanan in the 1980s has not benefitted 
from economic growth to the same degree as his counterpart 
elsewhere in the United States?
was in 1970, as measured by money 
income.
The U.S. per capita income 
continued to grow in the 1980s. In 
fact, the 1.9 percent average increase 
from 1980 to 1986 was almost exactly 
equal to the 2.0 percent annual 
growth during the 1970s. It was a 
different story, however, in Montana. 
Both statewide and in each urban 
area, per capita income was stable in 
the 1980s. Therefore, when measured 
in terms of average economic well­
being, the typical Montanan in the 
1980s has not benefitted from 
economic growth to the same degree 
as his counterpart elsewhere in the 
United States.
Summary
The population and per capita 
income data show significant changes 
in overall economic trends in each 
urban area. They may be expressed in 
two ways. First, the 1980s in Montana 
are not like the 1970s. The 
inmigration of population and income 
growth of the earlier decade has been 
replaced by outmigration and income 
stability. Second, the events in 
Montana are not simply a reflection 
of nationwide trends; U.S. economic 
growth in the 1980s has averaged 
about the same as it was in the 1970s.
A Closer Look at Current 
Econom ic Conditions
The data for population and per 
capita income provide a good 
overview of the long-run economic 
slowdowns in Montana’s major urban 
areas. The long-run data do not 
reflect the changing conditions 
associated with the business cycle, nor 
do they reveal the current conditions 
in each of the urban areas. That is, 
they do not show the differences 
between the cities in the way in which 
the slowdowns took place.
In order to measure the short-run 
trends more precisely, we will use 
quarterly data for total personal 
income and nonfarm labor income in 
each of the four urban areas. The 
data begin with the first quarter of 
1980 and end with the second quarter 
of 1987. As we mentioned earlier, the 
U.S. Bureau of Economic Analysis is 
in the midst of major revisions of 
regional economic data. Even though 
the numbers themselves may be 
revised, we do not anticipate the 
overall trends will be very different.
The quarterly data for personal 
income and nonfarm labor income 
may be used in two ways. First, we 
will identify the unique features of the 
economic slowdown in each city. 
Second, we will analyze the latest 
trends in each urban area using the 
most recent four quarters of data.
Missoula County
We have frequently commented on 
Missoula’s cyclic economy, where 
rapid expansions alternate with 
significant declines. The volatility in 
Missoula’s economy is mostly caused 
by the national business cycle, and the 
early 1980s provide a good example. 
Nonfarm labor income declined by 
almost 19 percent from 1980 to 1982. 
Then it rose by about 14 percent 
between the third quarter of 1982 and 
the third quarter of 1984.
The strong economic recovery that 
began in 1982 came to a screeching 
halt in Missoula. There was no overall 
growth in nonfarm labor income or 
total personal income from mid-1984 
to the middle of 1987.
Why did the recovery end in 
Missoula? We don’t yet have the 
detailed data needed to pinpoint the 
causes. We suspect, however, that the 
wood products industry was a major 
contributor. As Charles Keegan 
explained in the Winter 1987 issue of 
the Quarterly, the increases in the 
output in this industry were 
accompanied by decreases in labor 
income and employment. In addition, 
there were continued decreases in 
railroad employment and the 
University of Montana had to cope 
with an austerity budget.
The most recent data do not 
suggest an end to this stagnation in 
Missoula. After increases late in 1986 
and during the first quarter of 1987, 
both total personal income and 
nonfarm labor income turned 
downward during the second quarter 
of 1987. At midyear 1987, both were
Table 2 
Per Capita Income 
Montana, United States, and Selected Counties 
1970,1980, and 1986 
(In 1986 Dollars)
-P er Capita Income—
Percent 
Annual Growth Rate
1970 1980 1986 1970-80 1980-86
United States $10,773 $13,086 $14,642 2.0 1.9
Montana 9,383 11,773 11,803 2.3 0.1
Cascade County 10,605 12,268 12,433 1.5 0.2
Lewis and Clark County 12,358 14,194 14,418 M 0.3
Missoula County 10,217 12,470 12,307 2.0 -0.2
Yellowstone County 10,820 13,672 13,250 2.4 -0.5
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, and 
University of Montana, Bureau of Business and Economic Research.
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* ‘ The big news in the Great Falls area has been the addition 
o f  the 301st Air Refueling Wing at Malmstrom Air Force 
Base."
a little less than 1 percent lower than 
a year earlier.
Yellowstone County
The trends in total personal income 
and nonfarm labor income are very 
similar to those we saw earlier for 
population. The Yellowstone economy 
continued to grow in the early 1980s, 
with hardly a hint of the national 
recession. Nonfarm labor income 
increased at an average rate of 2.0 
percent per year and total personal 
income rose 2.5 percent per year from 
1980 to 1984.
Since 1984, however, it has been a 
different story. Nonfarm labor income 
in mid-1987 is roughly 8 percent less 
than it was three years earlier and 
total personal income is slightly more 
than 5 percent lower. The declines 
appear, in fact, to be accelerating. 
Nonfarm labor income decreased 
about 1.2 percent from mid-1984 to 
mid-1985; the corresponding decrease 
from 1985 to 1986 was 3.4 percent, 
while the latest data show a drop of 
4.0 percent from the second quarter 
of 1986 to the second quarter of 1987.
The whole story behind the recent 
decline will have to await the detailed 
data to be released later. We think, 
however, that events such as the 
shutdown of the meat packing plant 
in 1985 and the plummeting of oil 
prices in 1986 will turn out to be the 
major contributors.
Cascade County
The big news in the Great Falls area 
has been the addition of the 301st Air 
Refueling Wing at Malmstrom Air 
Force Base. When fully manned, this 
unit will add about 700 military and 
civilian jobs to Cascade County.
Despite the recent newspaper stories 
concerning the remodelling and other 
construction activity at Malmstrom, 
there appears to have been little 
measurable impact on the Great Falls 
economy in the data currently 
available. In mid-1987, both nonfarm 
labor income and total personal 
income were about 5 percent below 
their levels of a year earlier.
Looking specifically at the 
preliminary 1987 Cascade County 
data, employment and labor income 
in construction were slightly below 
their 1986 levels. At the same time, 
construction employment and labor 
income declined sharply elsewhere in 
the state. This suggests that the 
increased activity at Malmstrom may 
have prevented a sizeable decline in
Cascade County. On the other hand, 
since much of the work is being done 
by nonlocal firms, some of the 
employment may be incorrectly 
attributed to other Montana counties. 
In any case, by mid-1987 there 
appears to have been little measurable 
impact of the new military unit on 
the Great Falls economy.
Stability characterizes the long-run 
trends in the Cascade County 
economy. After modest declines 
earlier in the 1980s mostly associated 
with the closure of the Anaconda 
refinery, total personal income and 
nonfarm labor income have 
experienced only minor ups and 
downs. In the first half of 1987, both 
of these indicators were within a few 
percentage points of their values 
during the corresponding period of 
1983.
Lewis and Clark County
If Missoula has a cyclic economy, then 
the Helena area economy is definitely 
noncyclic. Both nonfarm labor income 
and total personal income were 
essentially stable during the early 
1980s and appear to have been 
relatively unaffected by the national 
recession during this period. There 
were sizeable increases in late 1984 
and early 1985 in both total personal 
income and nonfarm labor income. 
Once again, we will have to await the 
detailed data to precisely identify the 
causes; a number of separate incidents 
may be involved. There were transfers 
of some state employees to Helena, 
growth in the health care industry, 
and a few other events.
Whatever the cause of the 1984-85 
increase, neither personal income nor 
nonfarm labor income showed 
consistent growth thereafter. During 
mid-1987, personal income was only 
4.4 percent above the corresponding 
figure for 1984, and nonfarm income 
surpassed its 1987 level by only 2.4 
percent.
Both personal income and nonfarm 
labor income decreased about 1.4 
percent between the second quarter of 
1986 and second quarter 1987.
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* . . . the slow economic growth and decreases experienced 
in Montana were not typical o f  the economic performance 
elsewhere in the United States.
Putting it all together
It is often difficult to tie everything 
together because economic data, like 
most social science information, are 
not precise and exact. It is, however, 
possible to document in a rough way 
the direct impact of the economic 
slowdowns on people in Montana’s 
urban areas. Table 3 presents the net 
migration estimates presented earlier 
along with the annual rate of change 
in nonfarm labor income calculated 
from the data presented in figures 2 
to 5.
The relationship between local 
economic performance and estimated 
net migration is easiest to see in 
Yellowstone County. Notice that the 
increases in nonfarm labor income 
from 1981 to 1984 were accompanied 
by net inmigration. Nonfarm labor 
income declined in 1985, and the 
estimated number of net inmigrants 
was cut in half. The continued 
decline of nonfarm labor income in 
1986 was accompanied by net 
outmigration.
The relationship is less obvious in 
the other urban areas, and may be 
partially hidden by time lags. In 
Missoula, 1984 and 1985 were the 
only years without significant net 
outmigration, and the only years of 
significant growth in nonfarm labor 
income were 1983 and 1984. The 
greatest estimated net outmigration 
occurred in 1982, the year following 
the largest decline in nonfarm labor 
income.
In Lewis and Clark County, net 
inmigration occurred in 1983 and 
1984, roughly coinciding with the 
increase in nonfarm labor income in 
1983, 1984, and 1985. The largest 
increase in nonfarm labor income in 
Cascade County was in 1983, which 
was also the only year when there was 
estimated net inmigration.
It is also instructive to compare the 
economic performance in Montana to 
that of the United States. Overall 
change in nonfarm labor income 
between 1980 and 1986 for the 
Montana cities and the United States 
is graphed in figure 6. The data show 
that nonfarm labor income in 
the United States was increasing 15.8 
percent while in Montana’s major
urban areas it either declined or 
increased slowly. In other words, the 
slow economic growth and decreases 
experienced in Montana were not 
typical of the economic performance 
elsewhere in the United States.
Figure 6
Percent Change In Nonfarm Labor Income 




Sources: U.S. Department of Commerce, Bureau of Economic 
Analysis, and University of Montana, Bureau of Business and 
Economic Research, Econom ics Montana.
The Regional Forecast
Last year we began presenting 
forecasts for multicQunty regions and 
major urban areas in Montana. These 
substate forecasts are part of 
Economics Montana, a program 
jointly sponsored by the' Bureau of 
Business and Economic Research and 
Mountain Bell.
As we warned last year, the substate 
forecasts should be interpreted with 
even more caution than most 
economic projections. Substate 
forecasting is a new development in 
regional economic analysis. We are 
more confident in our procedures 
than we were last year, but we are 
still learning. In addition, the major 
revisions in local area data scheduled 
to be released later this year may 
modify the data upon which the 
forecasts are based.Mold: Percent change based on constant 1066 dollars.
------Missoula County------ — Yellowstone County—
Percent Percent
Change in Estimated Change in Estimated
Nonfarm Net Nonfarm Net
Labor Income Miaration Labor Income Miaration
1981 -9.6 -500 1.1 1,100
1982 -4.2 -2,100 2.0 2,200
1983 5.9 -600 2.0 1,800
1984 3.8 400 1.6 1,400
1985 -0.2 0 -2.0 600
1986 0.1 -400 -2.4 -1,500
— Cascade County— -Lewis & Clark County-
Percent Percent
Change in Estimated Change in Estimated
Nonfarm Net Nonfarm Net
Labor Income Miaration Labor Income Miaration
1981 -4.4 -1,500 -0.8 400
1982 -3.0 -900 -1.7 0
1983 1.8 300 2.5 400
1984 0.7 -1,000 0.7 200
1985 -3.6 -1,100 4.4 -200
1986 -0.6 -1,800 -2.0 100
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Table 3
Net Migration and Nonfarm Labor Income 
Montana’s Major Urban Areas 
1981-1986
Sources: U.S. Department of Commerce, Bureau of the Census, and 
University of Montana, Bureau of Business and Economic Research.
'The forecasts fo r  nonfarm labor income show a reversal o f 
the decline in all three multicounty regions. The 
southeastern region is projected to grow fastest.
M ulticounty Regions
counties, or even for all of the major 
cities. In their place, we have 
prepared separate forecasts for the 
multicounty regions that are pictured 
above. Forecasts for these three 
regions provide a rough idea of the 
different trends likely to occur in the 
various areas of Montana. Because of 
our economic diversity, any division of 
the state into a few regions required 
arbitrary decisions. The three regions 
used here are obviously the result of 
numerous compromises. In the future, 
these boundaries may be modified or 
new regions created.
Since the same set of assumptions 
concerning the U.S. economy and 
most other factors underlie all 
substate forecasts, the projected trends
example, projected growth rates may 
fluctuate in the same direction in all 
the regions and urban areas. 
Therefore, the interpretation of 
substate forecasts emphasizes 
comparisons between and among 
areas rather than trends over time.
For example, we will be more 
interested in identifying the area 
projected to grow the fastest or the 
slowest, rather than the change in 
growth rates from one year to the 
next.
Forecasts for total personal income 
and nonfarm labor income were 
prepared for each multicounty region 
and urban area. More detailed 
projections may be added when we 
receive the new county data 
incorporating the comprehensive 
revisions currently being conducted by 
the United States government.
Multicounty regions
There is little variation between 
Montana’s multicounty regions in 
terms of historic or projected personal 
income growth. Between 1980 and 
1986, both the western and the 
southwestern regions grew at an 
average rate of 0.8 percent per year, 
while the northeast was right behind 
at .0.4 percent per year. The forecasts 
show the southeast increasing 1.4 
percent per year from 1986 to 1990, 
only slightly ahead of the 1.3 percent 
per year in the west and the 1.2 
percent per year in the northeast.
The difference in economic 
performance in the various regions of 
Montana is more apparent in the 
figures for nonfarm labor income.
The southeastern region experienced 
the smallest declines: between 1980 
and 1986, nonfarm labor income 
decreased 0.6 percent per year. The 
northeast, on the other hand, had the 
worst performance: nonfarm labor 
income declined 1.2 percent per year. 
In the west, the decrease was 0.8 
percent per year.
The forecasts for nonfarm labor 
income show a reversal of the decline 
in all three multicounty regions. The 
southeastern region is projected to 
grow fastest: nonfarm labor income is 
expected to rise 1.4 percent per year. 
The northeast is projected to increase 
0.9 percent per year and the west 
is expected to rise 0.6 percent per 
year.
In summary, personal income 
growth is projected to remain uniform 
throughout the state between 1986 
and 1990, a continuation of the 
pattern experienced between 1980 and
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ttIn terms o f  both personal income and nonfarm labor 
income, Yellowstone County is projected to grow the fastest 
and Missoula County the slowest. . .
1986. In terms of nonfarm labor 
income, the southeastern region is 
projected to continue to be the most 
prosperous, followed by the northeast 
and the west.
The urban areas
The forecasts for the four urban areas 
are presented in table 4 and 
summarized in figure 9. In terms of 
both personal income and nonfarm 
labor income, Yellowstone County is 
projected to grow the fastest and 
Missoula County the slowest between 
1986 and 1990. Cascade and Lewis 
and Clark counties fell in between, 
with their rating changing between 
indicators. The Great Falls economy 
was second in terms of nonfarm labor 
income growth and the Helena area
second in personal income increases.
What do all the numbers mean? 
Overall, the forecasts are for growth 
in each urban area between 1986 and 
1990. In contrast, all of the cities 
experienced declines in nonfarm labor 
income during the last year. This 
suggests that the recent decreases are 
the delayed impacts of events that 
have already taken place, rather than 
the beginning of new downward 
spirals.
We don’t have the time and space 
to look at each city and identify the 
specific assumptions underlying the 
projected trends in personal income 
and nonfarm labor income. In fact, 
given the interaction between urban 
areas, the multicounty regions, and 
the statewide economy, clear cause
and effect relationships may not exist. 
We can, however, in a very general 
way identify some of the important 
reasons underlying the projected 
trends in each area:
• Southeastern Montana and the 
Billings area will be the fastest 
growing portion of the state, due, 
in part, to the recovery of 
agriculture and increased metal 
mining in the Stillwater area. The 
recent decline probably reflects the 
delayed impact of events that have 
already occurred—the plummeting 
oil prices, for example—rather 
than signalling the onset of a new 
downward spiral.
• The growth in Great Falls and 
northeastern Montana is partially
Millions of Dollars MillkMns of 1986 Dollars
Actual Actual
1986 1987 1988 1989 1990 1986 1987 1988 1989 1990
Personal income
Multicounty regions
West $2,998 $3,127 $3,305 $3,527 $3,743 $2,998 $3,009 $3,041 $3,098 $3,152
Northeast 3,073 3,197 3,390 3,624 3,834 3,071 3,073 3,113 3,184 3,226
Southeast 3,597 3,745 3,975 4,258 4,515 3,599 3,600 3,657 3,740 3,801
Total, Montana 9,668 10,069 10,670 11,409 12,092 9,668 9,682 9,814 10,022 10,179
Selected counties
Missoula 957 1,000 1,056 1,125 1,191 957 962 971 989 1,003
Yellowstone 1,591 1,666 1,773 1,905 2,033 1,591 1,602 1,630 1,673 1,711
Cascade 987 1,034 1,097 1,174 1,240 987 994 1,009 1,032 1,044
Lewis & Clark 669 703 747 799 847 669 676 687 702 713
Nonfarm labor income
Multicounty regions
West 1,878 1,946 2,043 2,163 2,287 1,878 1,872 1,881 1,900 1,925
Northeast 1,815 1,881 1,992 2,118 2,234 1,815 1,809 1,831 1,861 1,881
Southeast 2,306 2,403 2,556 2,733 2,898 2,306 2,308 2,348 2,401 2,439
Total, Montana 5,999 6,230 6,591 7,014 7,419 5,999 5,989 6,060 6,162 6,245
Selected counties
Missoula 673 701 736 778 822 673 674 677 684 692
Yellowstone 1,153 1,207 1,283 1,373 1,464 1,153 1,160 1,180 1,206 1,233
Cascade 677 709 752 806 850 677 682 692 708 715
Lewis & Clark 478 501 531 565 596 478 482 488 496 502
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Table 4
Personal Income and Nonfarm Labor Income 
Multicounty Regions and Selected Counties, 1986-1990 
Actual and Projected as of December 1987
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, and University of Montana, Bureau of Business 






of farms and ranches and the new 
air refueling unit at Malmstrom. 
The forecasts do not include 
Midgetman, which, if ultimately 
approved, will not affect the area 
until 1992 or later.
The forecasts for Helena do not 
include the construction of the 
new Federal Reserve headquarters. 
Building activity provides only a 
transitory stimulus to the local 
economy. Increased metal mining 
is incorporated into the forecasts 
for the Helena area.
The wood products industry 
dominates the economic base 
throughout western Montana. The 
slowly declining income and 
employment in this industry will 
provide no stimulus to the 
economy of Missoula and nearby 
areas. □
Quarterly editor and Bureau research 
analyst Mary L. Lenihan summarized 
the 1988 consumer outlook. She used 
information from The Montana Poll, 
a quarterly public opinion survey co­
sponsored by the Bureau and the 
Great Falls Tribune.
After two years of less-than-upbeat news from the consumer front, 
Montana consumers are more 
encouraged about the economy than 
they have been for the past two years. 
The Bureau’s Montana Index of 
Consumer Sentiment was up in 
December compared with last June, 
and, in fact, stood at its highest level 
since June 1985.
There has been a lot of discussion 
about consumers lately, with much of 
it centered on how the October stock 
market crash will affect consumer 
behavior this year. In general, 
though, economists really have two 
main reasons to watch consumer 
behavior and attitudes. One is that, of 
course, consumers play a key role in 
driving the economy. Economists tell 
us that consumers account for about 
two-thirds of total demand for goods 
and services in the United States. 
Obviously, even a moderate decrease
in spending can mean trouble for the 
economy.
The other reason is that over the 
past forty years, consumer Sentiment 
has proven to be one of those leading 
economic indicators we hear so much 
about. That is, consumer attitudes at 
the national level tend to change, up 
or down, in advance of a similar 
change in the nation’s economy.
This interest in consumer attitudes 
is one of the reasons why we began 
our twice-yearly surveys of Montana 
consumers. Our surveys are conducted 
in conjunction with the Montana Poll. 
The Poll, as many of you know, is a 
public opinion survey we conduct 
quarterly. It asks Montanans for their 
views on economic and other issues 
facing the state. The Poll is co­
sponsored by the Great Falls Tribune.
The Index
Our Index is a composite measure of 
how consumers are feeling. It consists 
of the answers to five questions asked 
of a representative sample of 
Montanans. Our interviewers ask 
Montanans about their own household 
economic situation now, compared 
with a year ago; their expectations for 
changes in their own household 
situation over the next twelve months; 
their expectations for the state 
economy over the next twelve months; 
their expectations for the state 
economy over the next five years; and 
the general outlook for buying major 
household items, such as furniture 
and appliances, over the next six 
months.
Figure 1 shows what has happened 
to our composite Index over the years. 
November 1982 reflects the starting 
point, which we assigned our base 
figure of 100. The figure shows how 
attitudes have changed since then, 
and how they compare with attitudes 
recorded in that first survey.
You can see that consumer attitudes 
improved as the state and nation 
recovered from the early 1980s 
recession. Since then, we’ve seen a 
gradual decline, with a slight upturn 
in mid-1986, until the increase 
recorded this past December.
Since the Index is based on the 
responses to five individual questions, 
we can compare the responses to each 
question over time. In this way we 
can see why the overall Index has 
changed.
In recent years, the Index declined 
because Montanans were feeling less
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‘ * Nationally, after a preliminary sag in consumer confidence 
immediately following the stock market crash, consumer 
confidence and spending seem to be rebounding. . .
optimistic about the state’s short-term 
and long-term economic outlook.
Their feelings about their own 
economic situation have not changed 
much. The attitudes about buying 
major household items have gone up 
and down.
In December 1987, we found 
decidedly less pessimism about the 
state’s one-year and five-year 
economic outlook. There was only a 
small increase in the proportion of 
those reporting a positive outlook, but 
there was a noticeable decrease in the 
proportion expressing a negative 
outlook. It is the ratio comparing 
those with positive and negative views 
that determines the Index. So even 
though the proportion of those with a 
positive view increased only slightly, 
the decrease in those with a negative 
view caused the Index figure to go 
up.
For example, in June 1987, 27 
percent said they had a positive 
outlook about the state’s economy 
over the next five years. More than 
twice that—60 percent —said they had 
a negative outlook. In December, the 
proportion of those feeling good about 
the long-term outlook increased, 
though only to 30 percent. But the 
proportion of those with a negative 
view shrank to 48 percent. So, the 
Index rose.
To give you some perspective, the 
largest proportion ever expressing a 
positive five-year outlook was 40 
percent, in the December 1984 survey. 
The smallest proportion with a 
negative outlook was 41 percent, in 
December 1983.
There were some regional 
differences. But there weren’t many 
other differences when we compared 
the attitudes of various groups of 
Montanans. Even one’s political beliefs 
and affiliations made no difference.
There was virtually no change 
between June and December in the 
proportion reporting improvement in 
their own financial situation. About 
the same number said they were 
better off, about the same, or worse 
off than had said so in June, roughly 
around one-third in each case. There 
also wasn’t much change in the 
proportions saying they expected to be 
better off in a year. An interesting
note is that Republicans were as likely 
as Democrats to say they are better 
off now, compared with a year before, 
but more Democrats than Republicans 
reported they are worse off financially 
now than they were at the end of 
1986.
Why the increase?
Before we get on to regional 
differences and the specific consumer 
markets, I’d like to speculate why, 
after several years of slow decline, our 
Index increased, especially in light of 
October’s stock market activity.
We think it’s because there have 
been some encouraging economic 
developments in Montana over the 
past several months. Agriculture is 
up, after several bad years, and this 
did not become apparent until later 
in the summer. Record production in
Economic Research, Survey of Consumer Sentiment and lh« 
Montana Poll.
the state’s wood products industry has 
no doubt affected western Montanans’ 
attitudes, and the aversion of a strike 
at Stone Container’s Frenchtown mill 
has probably also helped. The 
opening of two or three new mines in 
the state has also been encouraging.
So we at the Bureau speculate that 
this good news affected Montanans’ 
attitudes more directly than did the 
stock market crash.
The crash and consumers
Nationally, after a preliminary sag in 
consumer confidence immediately 
following the stock market crash, 
consumer confidence and spending 
seem to be rebounding to near pre­
crash levels. Whether they will 
actually reach pre-crash levels remains 
to be seen.
Wharton Econometric Forecasting 
Associates (WEFA) point out that 
since only about 25 percent of the 
nation’s population own stock, many 
consumers probably feel unscathed by 
Wall Street’s slide. Also, with inflation 
and unemployment relatively low, 
consumers do not perceive that the 
economy has changed that much.
In our December survey, we asked 
Montanans if they or anyone in their 
household owned stock. We looked at 
the responses to see if those owning 
stock differed in their outlook from 
those who did not. In virtually every 
case, those reporting stock ownership 
did not differ in their opinions from 
those who said they did not own 
stock.
So far, then, in Montana, as in the 
nation, the stock market crash does 
not seem to have affected consumer 
attitudes. American consumers, 
including Montanans, appear to be in 
a better frame of mind than had been 
feared in the days following the crash. 
We’ll be especially interested when we 
conduct our June survey to see if the 
current outlook continues.
Regional differences 
Next, let’s turn to some regional 
differences. While the statewide Index 
figure was up in December, the rosier 
outlook was not shared in all parts of 
the state.
Figure 2 shows the Index figures 
calculated for the individual trade 
areas. The three trade areas each 
encompass roughly one-third of the 
state. They are identical to the 
geographic regions used by Paul 
Polzin in his substate forecasts.
As you can see in figure 2, eastern 
and western Montanans have a 
brighter outlook, as indicated by the 
Index, than do those from the middle 
part of the state. Those in the Billings 
and Missoula trade areas are much 
less negative about the state’s 
economic prospects than they were six 
months ago. However, Montanans 
from the Great Falls-Helena trade 
area are not. They showed little 
change in their evaluation of long­
term prospects, but were more 
pessimistic now about the state’s short­
term prospects than they were in 
June.
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. . encouraging news from  around the state means 
Montanans are feeling better than they were a year ago, but 
their expectations are modest
Because residents of the Great Falls- 
Helena trade area were the most 
optimistic last June, this difference 
caught our attention. We took a 
closer look at the survey results to see 
if we could pinpoint the reason for 
the regional decline. A breakdown of 
the Great Falls-Helena trade area by 
county shows that consumers in the 
Helena area—Lewis and Clark, 
Broadwater, and Jefferson counties— 
seemed to be most inclined to express 
a negative view about both the state’s 
one-year and five-year prospects and 
may have dragged the overall figure 
down. Despite that apparent 
difference, though, the sample size by 
county is too small to draw any firm 
conclusions.
Retail sales
In addition to the personal and 
statewide outlook questions, our 
consumer surveys also ask Montanans 
about three specific consumer 
markets—automobiles, homes, and 
major household items like furniture 
and appliances. We don’t ask if 
Montanans are planning to make a 
purchase; we ask if the coming 
months would be a good time or a 
bad time for someone to buy these 
items.
The major household items question 
is included in the calculation of our 
Index. In our December 1987 survey, 
we saw an apparent contradiction of 
the increased optimism about the 
overall economy, as indicated by the 
Index. The number of Montanans 
who think the next six months will be 
a good time to buy household items is 
the lowest since November 1982.
Last June, over half—53 percent — 
said the next six months would be a 
good time to buy major appliances or 
furniture. Twenty-eight percent said it 
would be a bad time. In December, 
less than half—47 percent—responded 
positively, and the proportion 
responding negatively increased to 
one-third. Not since November 1982 
has so small a number said it was a 
good time to buy these items.
Unlike the state outlook questions, 
we didn’t see any regional or other 
differences in December. All groups 
registered similar attitudes. Nearly all
showed a decline in favorable 
attitudes since June. The Missoula 
trade area showed the biggest decline.
Home and auto purchases
The survey also asked for Montanans’ 
evaluations of the housing and auto 
markets. Their feelings on these 
questions are not included in the 
calculation of the Index.
As was the case with major 
household items, the outlook for new 
or used auto purchases slipped since 
June. In June, 45 percent had a 
favorable attitude, with 37 percent 
saying the coming twelve months 
would be a bad time to buy. In 
December, Montanans split down the 
middle on car buying, with 40 percent 
saying it is a good time and 40
percent saying it is a bad time to buy.
The 40 percent figure on the 
positive side is the lowest since 
November 1982.
There were a few regional or other 
differences. Younger Montanans were 
the only ones likely to have a more 
favorable attitude toward car buying. 
It’s possible young Montanans think 
anytime is a good time to buy a car.
In contrast to their attitudes toward 
the automobile and consumer 
durables markets, Montanans continue 
to have a favorable outlook 
concerning the housing market. 
Continued lower mortgage interest 
rates are no doubt a factor.
In the latest survey, 62 percent said 
the next twelve months would be a 
good time to buy a home. Twenty- 
nine percent said it would be a bad
time. These proportions are almost 
identical to the figures recorded in 
June 1987.
We did see some demographic 
differences in homebuying attitudes. 
College graduates, those earning more 
than $35,000 in household income, 
men, and those saying they are 
Republicans were more likely to give a 
favorable response.
There were also differences among 
the regions. Those in the Billings and 
Missoula trade areas were more likely 
to be favorable than those in the 
Great Falls-Helena trade area. 
Missoula trade area attitudes toward 
homebuying grew more favorable 
between June and December.
Attitudes in the other trade areas 
grew less positive, though Billings 
residents started out with the rosiest 
view and the slip in their attitudes 
was less than the decline in the Great 
Falls-Helena region.
To sum up
Considering all of this—the Index, the 
specific market attitudes, the stock 
market crash—what can we say in 
terms of a summary?
The fact that Montanans are less 
pessimistic about the economy than 
they were last year, as shown by the 
Index, is probably a reflection of 
statewide events. Agriculture and 
wood products are doing well, 
notwithstanding the loss of jobs in 
wood products, and some new mines 
have opened. We think Montanans 
have responded favorably to news 
about these industries. The stock 
market crash does not seem to have 
affected Montana consumers, as is the 
case—so far —nationally.
We would not go as far as to say 
that Montanans expect wonderful 
things from the state’s economy this 
year. While the Index is up, it is well 
below what it was in 1983 and 1984.
It is, in fact, pretty comparable to 
what it was in November 1982. So our 
conclusion is that the encouraging 
news from around the state means 
Montanans are feeling better than 
they were a year ago, but that their 
expectations are modest.
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Positioning 
Montana to 
Compete in the 
Global Economy
MIKE FITZGERALD
Mike Fitzgerald, presented the 
luncheon address at the Billings,
Great Falls, and Helena seminars. 
Involved in Montana’s economic 
affairs fo r  many years, he formerly 
headed the Montana International 
Trade Commission. He is currently 
director o f  the Washington State 
Economic Development Board,
Seattle.
When I started preparing myseminar presentations, I stopped 
to think about what I learned during 
my nearly twenty years of experience 
in Montana. Now that I have the 
perspective of working on economic 
development in a different state, what 
can I say I learned in Montana? And 
that led to some other questions.
What is the dream of Montana? What 
is its promise? If I had to define that, 
how would I do it?
While I’ve been here for the 
seminars, I’ve asked people about 
that. The news media have asked me 
what the single most important thing 
is that Montana can do to start 
rebuilding the economy.
My answer is that while taxes, 
regulations, transportation and 
telecommunications are all enormously 
important, the most important thing 
is to have a clear vision and a 
consensus of where you want Montana 
to be twenty years from now.
I don’t think that vision exists right 
now. I think there is a defense 
mentality here. You go from crisis to
crisis, assuming things might get 
worse rather than better. I’ve found 
that attitude everywhere I’ve been this 
week. There are certainly examples of 
excellence, with people charging 
ahead and realizing great success. But 
they seem to be the exception. The 
general attitude seems to be, “We’re 
sinking, the world’s against us, this 
isn’t going to work, we can’t make 
this happen, and there’s no 
leadership, etc.”
Expectations tend to be self- 
fulfilling. I think what’s needed here 
more than anything is a clear vision 
of how you want Montana to be in 
twenty years. You need a consensus 
about that. Then you can start 
mobilizing people to move in that 
direction.
I’m going to discuss the 
restructuring of the global economy 
and its impact, both positive and 
negative. That restructuring has 
affected not just Montana and 
Washington, not just the Pacific 
Northwest, not just the western 
United States, but the whole 
industrialized world. Then I’ll 
conclude with what I think Montana 
ought to do. But during my 
discussion, I hope you will think 
about what Montana could be twenty 
years from now.
The globalization of the 
economy
Excruciating international competition 
caused the globalization of the world’s 
economy. This is competition the 
world has never seen before. The 
United States virtually dominated the 
world economy from the end of 
World War II until 1965, because we 
had almost all of the world’s 
industrial capacity. We had all the 
modern management know-how. We 
were strong because no wars had been 
fought here for a long time. We had 
the economic strength. So, it was 
natural we were going to be the 
biggest player in the world for the 
period from World War II to 1965. 
The war had, after all, seriously set 
back Europe’s and Asia’s industrial 
base.
We dominated world markets. We 
had much of the technology or 
capacity. Other nations had to come 
to us for assistance. We invented most 
of the technology and developed most 
of the modern management practices, 
but we also developed a somewhat 
complacent attitude.
We also did a lot of good. We gave 
a lot of money away. We rebuilt the 
industrial capacity of Europe. We 
rebuilt the industrial capacity of 
Japan. One of the reasons they are 
our competitors is because we helped 
them build more modem plants.
These nations had to innovate to 
survive as they rebuilt their 
economies. Instead of saying, “Here’s 
what we have,” they said, “What do 
you need, and how much can you 
afford to pay?” That is an 
oversimplification, but what I’m 
trying to say is that these nations used 
a different approach. And that 
approach has made these nations 
fierce competitors.
Japan is an excellent example.
Forty years ago, it had no advantages. 
Yet, in a relatively short period of 
time, Japan has become the strongest 
economic competitor in the world. 
Japan did that without much outside 
help. Japan accomplished that based 
on a change of attitude. Japan 
created its competitive advantage on a 
world scale and virtually redesigned 
its whole society.
Let’s look at the major world 
markets. Large companies that are 
trying to remain competitive and 
maintain market share look to the 
three big economies that dominate the 
world: Japan, the United States, and 
the European economic community. 
Together these areas have about 640 
million people. All have average 
personal incomes above $10,000 a 
year. These three account for about 
45 percent of gross world product.
They account for 85 percent of the 
world’s 10 million patents. These 
three are almost a common market. 
This is really the world market.
The world market has become so 
tightly integrated that it is virtually 
tied together. There is no Montana 
economy per se. There’s no American 
economy. It is a global economy. All 
nations, especially Japan, the United 
States, and the European community, 
are intricately tied together. Japan 
can’t do well if the United States 
doesn’t do well. And neither one of 
those can do well if Europe fails.
If you doubt this, just think back to 
the October stock market crash. That 
instantly was known around the world 
because of telecommunications. And 
on that same day, declines were 
registered in most other nations’ stock 
exchanges. The reason is that many 
foreign countries, companies, and 
individuals own stock in the United
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States. They are directly tied to us. 
They own bonds. They own treasury 
notes. They’re locked together. We 
are all part of the global economy.
Consider the way corporations are 
adapting to this kind of dynamic, 
locked-together economy. To survive, 
companies must be part of joint 
ventures, trade stocks worldwide, and 
compete for market shares worldwide. 
I’m going to use Boeing as an 
example because I’ve had a lot of 
contact with that company through 
my present job. I use Boeing not 
because it is an exception to the rule, 
but because it and similar companies 
are becoming the new rule.
The Boeing Company has 4,000 
suppliers in thirty-eight countries 
worldwide. It is virtually bringing 
pieces of airplanes back from the four 
corners of the world. Boeing is not 
doing that because it couldn’t get it 
all made in the United States. Boeing 
is doing that because it wants to sell 
planes to Spain, Portugal, China, 
Taiwan, and others. And those 
countries are, in turn, demanding 
that Boeing locate part of the 
production capacity there, because 
those nations want to create jobs. So, 
Boeing has to go in to those countries 
and put together companies that will 
do that. Boeing must form joint 
ventures with existing companies. In 
some cases, Boeing has to arrange 
financing through a nation’s 
export/import bank. It is this kind of 
arrangement that is locking the whole 
world together.
The same new world model of 
shared production is taking place at 
AT&T, General Electric, Chrysler, 
Weyerhauser, Xerox, IBM, Ford, or 
National Semiconductor. We could go 
down the list of Fortune 500 
companies. They are in the same 
position. They have to compete in 
markets in those three big areas: 
Japan, the United States, and Europe. 
And, to do that, they are not trying 
to compete alone. They are 
identifying their most severe 
competitors and cooperating in joint 
ventures with them. They are doing 
this to make sure that they can stay 
competitive in those markets, to access 
new technologies that they don’t 
control, and to remain profitable.
National Semiconductor is another 
example, though you would find a 
similar story for almost any computer 
company. Most of National 
Semiconductor’s products are designed 
in the United States. They are sent 
overseas, perhaps to Scotland, to be 
fabricated. They are sent then to the 
Far East to be assembled. Then they 
are sent back into the United States to 
be sold. So, pieces of their work are 
being done on three or four 
continents. That is the rule, not the 
exception. You see this with almost 
every single industry—autos, steel, 
machine tools, appliances, computers, 
textiles, telecommunications.
This greatly intensified competition 
has caused the economic problems 
that we are dealing with today—in 
the United States and in Montana.
But it has also created more 
opportunities than ever before.
Look at the recent past to see how 
rapidly conditions change. In 
Montana just a few years ago, there 
was a $30 million revenue surplus. 
Montana had a triple-A bond rating, 
and was one of only three states in 
the United States that did. Everything 
was chugging along quite well. That 
changed very quickly. Montana was 
not an exception in that regard. Six 
years ago, the United States was the 
largest creditor nation in the world. 
Today we are the largest debtor 
nation.
Japan now is the largest creditor 
nation in the world. Nine of the ten 
largest banks in the world are 
Japanese banks. They put billions into 
the U.S. economy in the last five 
years. During this same period of 
time, the United States invested 
billions in factories abroad. So you 
see, it’s all being linked together.
In just the first two months of this 
year, other nations’ central banks 
loaned us $80 billion dollars. Now 
these nations are not in the business 
of loaning money. But they are in the 
business of ensuring that their 
economies stay strong. These nations 
have many companies that are 
dependent upon our markets. They 
can’t let our economy slide any 
farther. If they do, their businesses 
will be out of business, which in turn
will impact their economy. That’s the 
world we live in.
By 1990, maybe even sooner, cars, 
computers, appliances, or textiles, will 
not be built in just one country.
Pieces will be built everywhere. 
Production will move around and 
spread to where the markets are. We 
have reached the point in the global 
economy where it is no longer "we” 
and "they,” it is “us.” And that 
reality, I think, demands that we 
think about the economy differently.
It demands that we see the world 
differently, because economic forces 
do not pay attention to borders 
anymore. Really, the only borders left 
are in our own minds.
Let’s look at some of the factors 
behind the changing economy. The 
biggest factor is the burst of new 
technology in the last twenty years. 
That, in turn, expedited the 
information flow everywhere in the 
world. This has helped increase the 
general education level of third-world 
countries. The result is a combination 
of new technology, information, and 
education. Add to that combination a 
lot of capital that will flow anywhere 
in the world virtually overnight to 
create intense competition based on 
high productivity and lowest-cost 
labor.
Twenty years ago, only 25 percent 
of all U.S. businesses competed with 
international companies. Now 70 
percent of U.S. firms compete with 
international companies just for our 
domestic market. By the year 2000, 
some estimate that the trade 
dependency of our GNP will have 
increased to 40 percent, up from 5 
percent just fifteen years ago.
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* We have shifted from  a mass production, mass market 
economy to a specialty market economy.
The changing structure of the 
economy
The burst o f new technology, 
including electronics, computers, 
ceramics, biogenics, lasers, robotics, is 
creating new products, new processes, 
new life forms, and new materials at 
lightning speed, which is changing the 
very nature of economic production. 
Because of this, a lot of the old rules 
don’t apply any more. What worked 
well ten years ago may or may not 
have any relevance to what will work 
today.
What we have seen is not just a 
globalization of the economy, but a 
change in the basic structure of 
economic production. We now have a 
changed global economy. Some 
describe this by saying we have 
changed from an industrial economy 
to an information economy. That’s 
the common explanation, but the 
term “information economy” is 
misleading. What it doesn’t mean is 
that we’ve all become paper shufflers. 
That isn’t what it means at all.
It means that instead of putting 
energy and manpower into products, 
companies are putting energy into 
new information and design—striving 
for high quality products that will 
compete in the global economy. These 
products may be less energy-intensive, 
in terms of labor and materials, 
because of technological efficiencies. 
This in turn has created a worldwide 
drop in commodity prices. 
Commodities worldwide are at the 
lowest cost in comparison to 
manufactured products than they ever 
have been. And that’s probably going 
to continue.
Likewise, we have shifted from a 
mass production, mass market 
economy, to a specialty market 
economy that is continuously 
changing. A company must constantly 
adapt its products because the 
competition is doing the same. 
Competitors are constantly trying to 
make their products better.
The shift to market specialization 
has forced large companies to divide 
into increasingly smaller parts so that 
they can compete. There are really no 
exceptions to this —from General 
Electric to Boeing to Weyerhauser. It 
doesn’t matter what the company is.
They have to give a maximum 
amount of decision-making authority 
to their people who are closest to the 
markets and customers, so they can be 
responsive. They’ve got to do this or 
they can’t serve their customers.
That shift is putting enormous 
pressure on our educational system.
To compete in specialty markets, 
businesses have to have employees who 
are knowledgeable and capable, who 
can think critically and solve 
problems, and who can synthesize and 
make connections and know what’s 
going on. They must understand their 
market, understand their customers, 
and understand the geography of the 
planet. Businesses need well-educated, 
highly-skilled, and adaptable 
employees, and enlightened managers. 
From a business-economic 
development standpoint, this is the 
fulcrum of pressure on the 
educational system.
The U.S. educational system is not 
graduating workers or managers who 
are as good as the world standard. In 
mathematics, geography, history, and 
world culture, and on basic skills 
tests, U.S. students aren’t comparing 
favorably with students from other 
countries. Why is that? I don’t know.
It is a critical problem, however, and 
one we must fix.
Companies have to operate 
efficiently. They have to apply the 
maximum amount of new technology 
and processing to be competitive. And 
because of that, they are needing 
fewer and fewer workers to produce 
the same amount of output. That’s 
why you see these huge layoffs now in 
U.S. corporations. Corporations aren’t 
dying. Some of them did, but most of 
them aren’t. They are becoming 
much more competitive, much more 
productive. They have to because they 
are in the world economy, and to 
compete they have to be efficient.
This technological phenomenon is a 
big problem. We’re going to be 
dealing with this for the next twenty 
years. If you lay off a worker in a 
lumber mill, you don’t retrain him to 
become a maitre d’ in a restaurant, 
and cut his salary in half. And I don’t 
think our economy is going to create 
enough living wage jobs over the next 
twenty-five years to keep all of these 
people employed. I think we will have
to create a fairly massive public works 
program to keep these people 
productively employed. And there is 
plenty of good work for them to do, 
because in the last fifteen years we’ve 
neglected the infrastructure of this 
whole country. It would be a good 
investment. It is one that we have to 
make.
This shift from large to small is also 
creating exciting opportunities for 
entrepreneurial companies. Most firms 
are small. Many of them have twenty 
employees or even fewer. They 
understand how the world is working, 
and can move quickly. They can 
identify new markets. They can do 
things the big corporations can’t.
There are several examples of this 
in Montana. The Columbia Falls 
aluminum plant is one. It was part of 
two large corporations: first Anaconda 
and then ARCO. But it didn’t work. 
Then someone from within took over 
the plant, used new technology and a 
new approach, and now the plant is 
making money, keeping people 
employed, and even paying bonuses.
It is doing almost the very same thing 
it used to, but in a different way.
This is probably the most important 
Montana example I could show you.
It is not a high tech firm. It is 
resource-based. But it uses technology. 
That plant proves it’s the new use of 
technology—an application to do old 
things in a new way—that can be 
successful in the global market.
So the key is ideas. It’s 
understanding how the world works 
and where the opportunities are.
There are other examples, such as 
the wood products industry. This 
industry is contracting. It has to 
contract to compete. This industry 
must apply a maximum amount of 
new technology to be competitive, but 
it needs fewer people to do it.
Another change in the structure of 
the economy is the shift of fortunes 
from the resource areas to the urban 
areas, and a shift from the Atlantic to 
the Pacific. Those two forces have 
had an impact that will continue into 
the future.
Nineteen eighty-two was the first 
time in U.S. history that our Pacific 
trade exceeded our Atlantic trade. 
Pacific trade has increased ever since, 
and will likely continue to do so.
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is to add value to the resources you already have.
From the Pacific we have new 
customers, new clients, new investors, 
new trading partners. And that’s 
going to accelerate.
One last point is important for all 
of us to understand, if we’re 
concerned about our economy. 
Economic development, from this 
time forward, will be do-it-yourself 
business. There will be no big federal 
bailouts. The United States now has a 
$2.5 trillion debt. It’s increased 
threefold, almost fourfold, since 
Reagan has been in office. The 
interest on the federal debt is $200 
billion a year. It is the third highest 
annual expenditure that the federal 
government makes.
It doesn’t matter who the president 
is, or who’s in Congress. They are 
going to have to fix that. That means 
that they are going to shrink 
programs. I expect everything will be 
considered for cuts, including 
agricultural subsidies, defense, and 
entitlements. For the next ten or 
twenty years it’s going to take to solve 
the debt problem, we are not going to 
be able to bail out industries, fund 
large public works programs, and so 
on.
Montana’s prospects
So what does this mean for Montana?
I think the best way that this state 
can expand its economy is to add 
value to the resources you already 
have. In other words, you must do 
better what you already do well.
That’s the challenge, not just for 
Montana, but all rural states. You 
have to find and access the best 
technologies and the best processing. 
You should look to manufacturing 
furniture, for example, rather than 
just selling logs. You should make 
food products, rather than just 
sending commodities out of state. You 
should be making specialty metals or 
strategic metals, not exporting ores.
Montana should produce high value 
materials, not just export raw 
materials. You’ve got to do this in 
every single resource category. It is 
being done elsewhere. It’s already 
being done to a degree here. But you 
need to intensify and expand the 
effort. This is the best way to 
maintain the standard of living here,
expand the economic base, and to 
maintain good-paying jobs for your 
sons and daughters.
To do that, I think you must 
remove as many of the barriers as you 
can. You must mainstream the tax 
system. You don’t have to have a 
“give-away” tax system. Just try to 
match up with states that rank in the 
middle. Streamline the regulatory 
environment. You must create an 
investment environment that will 
attract people both from the United 
States and from abroad. You can do 
it.
There is a lot of investment capital 
available. There is more capital than 
there are good ideas. But you’ve got 
to find it and bring it here. You do 
not have enough investment capital in 
Montana to finance the capitalization 
necessary for Montana to compete.
You must access the best 
technology. You must maintain your 
education system. If you let the 
education system here wane, if you 
can’t fund it, then you’re going to be 
in real trouble on a long-term basis. 
It’s probably the most critical thing 
you have to do.
You must embrace the resource 
development that the public has 
rejected for so long. I think there is 
good cause to do so. You have strong 
environmental laws now. The 
Anaconda Company is gone, and with 
it, many of the old resentments. Most 
of Montana’s “dragons” are dead, and 
there are no more. It’s time to really 
bring this state together and build a 
consensus. You must have a 
cooperative attitude among business, 
government, labor, and the 
environmentalists.
There have been positive signs in 
the last few years. Montana has made 
many progressive moves, such as 
executive reorganization and the new 
constitution. Much of the original 
trade expansion work that the Judge 
administration did provides a good 
foundation. You need to build upon 
that. The Build Montana program 
that Governor Schwinden began was 
on the right track.
I think Montanans ought to utilize 
the interest from the coal tax trust 
fund. If it is being saved for a rainy 
day, as near as I can tell by the 
figures, it’s raining and you should
use it. The Bureau’s figures show that 
30,000 people have left this state since 
1980. That’s out-migration. That 
means the state is shrinking—-the 
economy is in decline.
The derivative and service industries 
cannot survive in a climate where you 
don’t have a lot of well-paid people 
with disposable income. You’ve got to 
expand the economic pie that 
provides those well-paying jobs.
If you mobilize such an effort, you 
will energize Montanans and you’ll 
energize people from outside. You will 
create excitement.
Economic development is now a do- 
it-yourself business. You can’t count 
on subsidies. You’ve got to exert 
enormous initiative from inside. If you 
don’t, it will not happen. There’s 
nobody lined up on the borders just 
waiting to come in. You’re going to 
have to generate some excitement and 
bring them here.
One final point. Montana should 
strongly promote tourism. It is a good 
basic industry. The more coming and 
going you can create, the more people 
are going to be aware of Montana. 
Tourism provides new entrepreneurial 
opportunities.
Finally, I want to share a final 
thought. We live in a time of chaos.
It is a dangerous and uncertain world, 
but it is also abundant with new 
opportunities. Ralph Waldo Emerson, 
one pf America’s greatest thinkers, 
summed this up in one statement. He 
said, “This time, like all times, is a 
good one, if we but know what to do 
with it.”
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